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FOREWORD 



This study is the second one prepared by the Ministry of Labour that 
attempts to measure the impact in five manufacturing industries of the 
January 1, 1969 thirty cent per hour increase in Ontario *s minimum wage. 
The first, published in September 1970 and entitled *Thc Short-Run 
Impact of the Thirty Cent Revision in Ontario's Minimum Wage on Five 
Industries", attempted to measure the impact of the change less than a 
month after it occurred. This study looks at the longer-term adjustments 
and takes into account information collected in late January and February 
1970, more than a year a^ter the thirty cent increase. The overall purpose 
of the project lias been to obtain information on how employers adjust to 
such a substantial legislated wage increase and what the consequences are 
for their employees. 

The first study noted a major compression of rates at the lower end of 
the wage scale, but the longer-run look mokes it clear that this compres- 
sion was only temporary. During the year that elapsed between the two 
surveys the occupational differentials that existed prior to the minimum 
wage increase were, for the most part, re-established and in some cases 
increased. Even though the experience in the five industries may not hold 
true for all situations, these findings raise questions about the effectiveness 
of the statutory minimum wage for altering income distributions and how 
a minimum wage program should be administered. 

The study attempts to measure other effects of the thirty cent in- 
crease, such as changes in employment, hours of work, systems of pay- 
ment, production techniques, and prices. The impact on these factors 
proved extremely difficult to measure. However, prices were increased by 
many of the establishments surveyed during the year following the mini- 
mum wage adjustment, and in a majority of these cases the increases were 
justified by reference to increased Isbour costs. 

The study, which is part of the Labour Ministry*s continuing effort to 
improve its own and public understanding of the minimum wage program, 
has been delayed in publication because of resource limitations. Credit for 
preparing tlie report goes primarily to Ian McKenna and Fr^Ank Whitting- 
ham of the Ministry*s Research Branch, but many others were involved in 
collecting information and preparing the report for publication. 
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THE LONG RUN IMPACT OF THE THIRTY CENT REVISION 
IN ONTARIO'S MINIMUM WAGE ON FIVE INDUSTRIES 



INTRODUCTION 

The minimum wage principle first gained legislative acceptance in 
Ontario in 1920 with passage of the Minimum Wage Act. This Act applied 
only to women and children but, in 1%3, minimum wage legislation was 
effectively extended to males.* The present purpose of the legislated floor 
rate in Ontario is to provide the highest possible wage rate for low-paid 
workers without incurring unacceptable costs in terms of unemployment. 
This minimum rate has been adjusted periodically to take into account 
changes in living costs and the general level of wages. 

Few would quarrel with the goal of assisting low wage workers, but 
there is a body of opinion which observes that continual adjustment of the 
minimum floor rate disturbs the prevailing structure of wage rates and 
arbitrarily imposes an increase in labour costs on affected employers. 
These factors may generate adverse side effects that may detract from or 
even eliminate both the economic and social benefits predicted by pro- 
ponents of the statutory minimum wage. 

One adverse side effect predicted by classical economic theory is that 
the increase in labour costs associated with a higher statutory minimum 
wage will cause employers to reduce the amount of labour employed. The 
decline in employment of labour may be matched by a fall in output but, 
alternatively, employers may substitute capital equipment for the rela- 
tively more expensive factor of production labour. An increase in the 
statutory floor wage rate may increase labour costs indirectly as well as 
directly. Indirect labour cost increases may arise from market and institu- 
tional pressures to re-establish original wage differentials within the firm 
(and indeed the whole economy) that have been distorted because of an 
increase in a legislated floor rate. 

Displacement of workers is not necessarily undesirable if they can be 
redeployed into other industries. However, imperfect mobility of workers 
among occupations and geographical areas hinder redeployment and unem- 
ployment may result. This can be a particular problem in small com- 
munities where sources of alternative employment are limited. Displace- 



* l-or an account of the historicaJ development of minimum wage kgitUtion in 
Ontario, see Minimum Wa g es in Ontario . Frank Whittingham. Industrial Relations 
Centre, Queen^s University, Research Series; No. 11, pp. 3-9. 
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ment of labour can be avoided if flnns can compensate for higher labour 
costs by raising product prices. The ability to do so depends largely on 
whether the price elasticity of final product demand is sufficiently low to 
allow prices to rise without an offsetting decline in quantity demanded in 
the ma»-ket. In highly competitive markets such as textile manufacturing, 
the ability to absorb labour cost increases by raising product prices may be 
rather restricted. Low price-elasticity of product demand is likely to be of 
particular significance where domestic output is in close competition with 
imports.^ In some cases, labour cost increases may cause domestic firms to 
improve efficiency to protect their competitive position but, in other cases, 
their very survival may be seriously threatened. 

Purpose and Scope of the Study 

The purpose of this study is to obtain some empirical insight into the 
effect of a change in the statutory minimum wage rate on wage rates, 
employment and behaviour of the firm. To this end the Research Branch 
of tlie Ontario Ministry of Labour undertook zu assessment of the impact 
of a thirty cent an hour increase in the minimum wage on five selected low 
wage industries. The increase was introduced on January 1st, 1969 when 
the statutory minimum was increased from $1 .00 to $ 1 .30 per hour. 

A total of 219 establishments were surveyed in the following five 
industries: 

Shoe Factories; 

Luggage, Handbag and Small Leather Goods Manufacturers; 

(identified as *'Small Leather Goods" in Tables) 
Hosiery Mills; 

Children's Clothing Industry; 
Foundation Garment Industry. 

The selection of these industries was based on two considerations. 
First, a resource constraint required that the industries be small enough to 
permit the collection of detailed data. In addition, they had to have 
characteristics wluch suggested they would be sensitive to an upward 
revision in the minimum wage. All five industries meet these criteria.^ 



This includes imports from other Canadi<in provinces as well as from foreign 
countries. 

For a discussion of the characteristics of the selected industries, see Fart I of the 
study The Short-Run Impact of the T hirty Cent Revision in Ontario's Minimum 
Wage on Five Industries . Qnt;irio Dept. of Labour, Research Branch (Sept. 1970) 
pp. 4-11. 



The overall study was designed to permit analysis based on three points 
in time: November 1%8, shortly before the minimum wage revision; 
January 1%9, shortly after the increase; and a point in time one year after 
the increase, January 197Q. Payroll information for each non-supervisory 
employee was collected for payroll periods at the three points in time/ 
These data included standard and actual hours of work, bonus or com- 
mission, gross earnings and initial overtime rate. As well, the number of 
employees were identified by sex and by off-ce or non^office category. 

In addition to the collection of quantuztive dita, employers were 
asked a number of open-ended questions to d.Mcnnine whether adjust- 
ments were implemented in response to increased labour costs generated 
by the upward revision in the minimum wage. The questions covered such 
matters as changes in system of payment (time rate, piece rate), work 
periods, job classifications, personnel policies, organization of the flow of 
work, degree of mechanization, product lines and product prices. Relevant 
to a number of these potential adjustments is the question of their impact 
on employment. 

All estabhshments in the five industries were identified through lists 
obtained from the Dominion Bureau of Statistics.^ A field enumeration 
staff was used to collect the quantitative data directly from records 
maintained by the establishments and also to obtain the non-quantitative 
information by interviewing responsible persons in each establishment. 
The results of the total study are contained in two reports.^ Since this 
report is in many respects an extension of the first, the main findings of 
the first report are reviewed in the following section. 



Review of Findings of First Report 

The main focus of the first report was on the ''direct impact** or 
short-run effects of the upward revision in the statutory minimum wage 
and analysis was confined to data for the first two points in time, 
November 1968 and January 1969. The immediate effect of the thirty 
cent levision was reflected by an upward shift in the lower end of the 
distributions of non-supervisor)' employees by wage class between Novem- 
ber 1%8 and January 1969 wliich caused a compression in the wage 



The payroll periods were those ending November 30, 1968 January 18. i%9and 
January 17. 1970. 

A total of 219 establishments were idemified as of November 30, 1968. 
Sec first report, op.cit. 
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structutt. In the five industries, 2$ a whole, 3,447 (213 per cent of the 
total) employees had hourly earnings of less than Si. 30 an hour in 
November 1968. After the minimum wage revision the number taming less 
than $1,30 was 982 (6.2 per cent of total employees).' In the short run, 
the wage increase arising from the minimum wage legislation served not 
only to compress the distribution of hourly wage rates within each of the 
Ave industries but to reduce the absolute and percentage difTerentiab in 
average hourly wa^ rates betweeft the Ontario manufacturing sector as a 
whole and each of the five selected industries. 

Data in the first report also revealed that the thirty cent revision in the 
floor rate had a proportionately greater impact on smaller firms. For 
establishments with less than twenty-five employees, approximately 
twenty five per cent of the non-supervisory employees received a wage 
increase because of the thirty cent revision. However, for establishments in 
the size categories fifty to ninety-nine and one hundred or more 
employees, this proportion was 20.4 and 13.4 per cent respectively. 

In the first survey, respondents were asked a number of questions to 
determine whether or not adjustments had been made to offset their 
increased labour costs. As anticipated in the design of the study, the time 
lapse between November 1968 and January 1969 was too short to allow 
employers to contemplate, design and implement many changes. While 
some adjustments in price, product lines and labour force were observed, it 
was recognized that complete analysis of the adjustment process could 
only be undertaken with the benefit of data for the third point in time. 
Further, with regard to employment adjustments, a strong seasonal decline 
in employment precluded any judgments as to the short-run impact of 
increased labour costs on employment attributable to the revised miDJ- 
mum wage. 



Organization of Report 

As noted earlier, this report is an extension of the first in that it 
analyzes data for the third point in time as well as for the first and second 
points, in subsequent sections there is a brief examination of the short and 
long-run effects of the minimum wage revision on the distribution of 
hourly wage rates and also an analysis of the short-run and long-run 



^ The group of workeri most subsuntUUy affected by the mmimuin wage increase 
was non-offioe. time-rate female employees. 
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patterns of wage differentials. Of particular interest is the observation that 
the initial compression of the wage structure caused by the minimum wage 
revision tends to disappear over the longer period. This is seen to hold true 
not only for intra-industry differentials but also for inter-industry 
differentials. 

Another section of the report deals with em(4oyer adjustments to the 
minimum wage revision and whether there is evidence that such adjust- 
ments give rise to negative employment effects. It is concluded, however, 
that the effects of a number of variables not controlled for in the analysis, 
especially a cyclical downswing, precludes any meaningful asses^ent of 
the use of employment cut-backs as an adjustment to higher wage costs. 

In the fmal section of the report, the findings are reviewed and some 
tentative conclusions are drawn. As well, suggestions are offered with 
regard to the direction of subsequent research. 

EMPLOYEES DIRECTLY AFFECTED 
BY THE THIRTY CENT INCREASE 

An almost immediate effect of the tliirty cents an hour increase in 
Ontario *s legal minimum wage was a reduction in the number of em- 
ployees earning less than the new statutory minimum. Table 1 demon- 
strates that, between November 1968 and January 1969, the number of 
employees earning less than $1.30 an hour, in the five selected industries 
as a whole, fell from 3,447 (21.3% of all employees) to 982 (6.2% of all 
employees). The earlier report acknov/ledged that, due to a seasonal 
contiaction in employment and the absence of time series data, the precise 
impact of the minimum wage revision could not be measured. 

Table 1 reveals that, while the bulk of wage rate adjustment to the new 
floor took place in January 1969, the proportion of employees earning less 
than $1.30 an hour fell from 6.2 per cent in January 1969 to 2.0 per cent 
in January 1970. It is not possible to determine how much of the long-run 
reduction was by way of delayed compliance with the $1.30 statutory 
floor rate and how much to wage increases resulting from the normal 
functioning of the labour market. Furthermore, the reduction in the 
proportion of employees earning less than $ 1.30 might also have been due 
in part to a greater than average reduction in employment of workers 
earning below $1.30 per hour as of January 1969. This study is unable to 
test the latter hypothesis. 

The 282 employees earning less than $1.30 an hour in January 1970 
may reflect some non-compliance with the law but it should be noted that 
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the legislation made piovisicn for a minimum rate of $1.20 an hour to be 
paid to trainees. Over eighty per cent of these 282 employees were paid a 
rate of between $1.20 and SI. 30 an hour so it is likely that only a small 
proportion of those earning less than SI. 30 an hour were victims of 
non-com pUance. 

Within the selected industries. Shoe Factories had the greatest absolute 
number of employees at less than S 1 .30 an hour for all three points In 
time but, in relative terms, the Children's Gothing industry had the largest 
proportion of employees with hourly wage rates below SI. 30 at all three 
points in time. 



Distribution by Sex 

For all five industries, twelve months after t^ ie thirty cent increase, 261 
(92.6%) the 282 employees earning less than the new Si. 30 an hour 
minimum were female (see Table 1). This fact indicates a disproportionate 
representation of females in the below $1.30 range inasmuch as only 
71.7% of total employees were female. These proportions changed very 
little over the three points in time. In November 1968 and January 1969 
the proportion of female employees earning less than SI. 30 an hour were 
94.2% and 91.2% respectively, while females accounted for 72.1% and 
71.6% of the total work force in the five industries. No inference on sex 
discrimination with respect to remuneration should be drawn from these 
data.* The figures metcly suggest that the lowest paid jobs in the five 
industries tended to be filled by females. 

Office and Non-Office Distribution 

Before the minimum wage revision, the number of office workers 
earning less than SI .30 an hour was small in relation to non-office workers 
in that wage category. In November 1968 only 1.6% of employees earning 
less than $1.30 an hour (all five industries) wer* office workers and only 
4.1% of all office employees in the five industries combined earned less 
than $ i .30 an hour. By January 1970 there were no office employees with 
earnings below the legal minimum wage rate. 



Analysis of wage discrimination on the basis of sex would require detailed 
occupation wags rate data by sex. 
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Size of Establishment 



Prior to the minimum wage increase, the percentage of employees 
earning less than S1.30 an hour tended to vary inversely with size of 
establishment (sec Table 2). In four of the five industries' and for the 
aggregation of ail five, the smallest establishment class (less than ten 
employees) had the highest percentage of employees earning under SI. 30 
an hour. However, by January 1970, establishments with less than ten 
em^^oyees had either the lowest or second lowest proportion of employees 
with an hourly wage rate of less than $1.30. These observations suggest 
that, in relative terms, the minimum wage revision had a greater effect on 
smaller establishments. 



IM PACT ON WAGE DIFFERENTIALS 



It was expected that an immediate effect of the minimum wage 
legislation would be a narrowing of wage differentials between employees 
^t the bottom of the pay scale and all other employees. An examination of 
the degree of dispersion of wage rates within each of the selected 
industries before and after the legislation of January 1, 1969 confirms this 
expectation. For this purpose, hourly wage rates of female non-office 
employees have been used because, as was demonstrated in the first 
report,io the minimum wage revision had its strongest direct impact on 
this group. The measure used for the analysis is the coefficient of disper- 
sion.^ ^ Table 3 presents the value of this coefficient for each industry at 
the three points in time. Between November 1968 and January 1969, 
there was a definite decline in the degree of dispersion of hourly wage 
rates of female non-office employees in each of the five selected industries. 



In the Foundation Garment Industry the 10 to 49 employees category was the 
smallest as there were no establishments with less than 10 employees. 
The Short-Run Impact of the Thirty Cent Revision in Ontario's Minimum Wage 
on Five Industrics /p. IS and Table 10. 

The coefficient of dispersion is derived from the formula Q^^^ where Ql is the 
first qutrtile, Q3 the third quartile and M the median hourly wage rate, A fall in 
the value of the coefficient signifies a reduction in the degree of dispersion of 
hourly wage rates. 
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Table 2 



Number and Percentage* of Employees Earning Less than SI .30 an Hour 
by Stie of EsUMishirent. Selected Dates and Industries. Ontario 
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38 


9.3 


14 


3.5 


50 to Les» than 250 


366 


21.8 


107 


6.3 


38 


2.3 


250 and Over 


155 


2L6 


26 


3.8 


4 


1.4 


TOTAL 


738 


25.4 


177 


6.4 


56 


Z.4 


( HILPRt N ^ I. LUl MINI/ 














Less thun 10 


18 


39.1 


4 


8.5 


4 


3.9 


10 to Lets than 50 


161 


25.8 


39 


9.3 




3,1 


50 to Uis than 250 


2U 


34.5 




16.9 


>3 


4.3 


250 and Ovri 


33 


13 8 


'I 


4.5 


0 


0 


TOTAL 


423 


31.4 


149 


12.0 


38 


3.3 


1 OLNDATION GARMENT 














Less than 10 


n.a. 


n.a. 


n.a. 


n.a. 


n.a. 


aa. 


10 to Less than 50 


16 


51.6 


0 


0 


0 


0 


50 to Less than 250 


226 


23.2 


18 


1.9 


8 


LI 


250 and Over 


224 


33.1 


73 


11.5 


10 


2.4 


TOTAL 

ALL i !\T INDUSTRU S 
Less than 1 0 
10 to Less than 50 
50 to Les> than 250 
250 and Over 
TOTAL 


466 

76 
664 

1.905 
802 


27.7 

36.2 
34.0 
21.4 


9J 

18 
150 
592 
222 


5.7 

8.7 
8.7 
6.8 
4.4 


18 
6 

50 
206 
20 


1.5 

1.9 

3.8 
2.6 
0.2 


3.447 


21.3 


982 


6.2 


282 


2.0 



n.a. mean« there was no establishment in the indu»(i> with kis trun Wu unpluyecs. 



* Each percentage refers to total number of employees tn the relevant eutabUshment 
size category. 
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This is consistent wit! ri e expectation that an increase in a minimum wage 
has the immediate eifect of raising the r- tes paid to employees at the 
bottom end of the pay scale and thereby compressing the wage structure. 

By January \970, however, the coefficient of dispersion for each 
industry had moved upward again. Furthermore, in the case of Small 
Leather Goods, Hosiery Mills and Foundation Garment industries, the 
January 1970 coefficients of dispersion were above those of November 
1968, reflecting a higher degree of dispersion in the wage structures one 
year after the minimum wage revision than before the effective date of the 
revision. 



Table 3 

Coefficient of Dispersion of Houriy Wage Rates of Female 
Non-Office Employees in Selected Periods and 
Selected Industries, Ontario 





Value of Coefficient 


% Changet in 

Coefficient 


Industry 


Nov. 
I%8 


Jan. 

1969 


Jan. 

1970 


l%8^9 


l%9-70 


Shoe Factories 


0.353 


0.292 


0.300 


17 3 


+ 2.7 


Small Leather Goods 


0,224 


0.186 


0,224 


17.0 


+ 2C.4 


Hosiery MiUs 


0.343 


0.279 


0.344 


-18.7 


+23.3 


Children s Clothing 


0.383 


0.297 


0.318 


-22.5 


+ 7.1 


Foundation Garment 


0.315 


0.292 


0.327 


' 7.3 


+ 12.0 



These observations are consistent with the hypothesis that over the 
longer term there is a tendency toward the reassertion of original wage 
differentials that have been compressed in the short run by a legal 
minimum wage. There is a rationale for expecting this re-expansion. 
Through a minimum wage increase, the wages of the lowest paid em- 
ployees are raised and brought into equality with workers who were 
initially above them in the wage structure. Assuming that wage rate 
structures reflect differences in levels of skills and responsibilities associ- 
ated with jobs, an employer is likely to be under institutional or market 
pressure to restore the former differentials to reflect these differences. 
Differentials may be restored in the long run not only by iiwarding special 
increases to higher wage groups but by placing a moratorium on subse- 

ErJc '0 



qu^nt annual increments to e.Tiployees whose wage rates were boosted by 
the minunum wage increase. 

Some evidence of the latter adjustment has been observed in a series of 
coUective agreements (covering 180 employees) between a shoe factory 
and the Boot and Shoe Woi^er's Union. In April 1967, the parties to the 
coUective agreement decided that the lowest paid group of workers be paid 
a minimum hourly rate of SI. 10 while the highest paid group received 
$1.35. In April 1%8, both groups received under the collective agreement 
a further six cents an hour, raising their hourly rates to $1.16 and SI. 41 
respectively. In April 196^, a new two-year agreement was concluded, 
giving the lowest paid group $1 .30 an hour which had been their legal due 
since January 1%9. The highest paid group received twelve cents an hour 
increase, giving them a rate of SI. S3. As a result, the lowest paid group 
received an increase of fourteen cents an hour, tv/o cents an hour more 
than the highest paid group. In the April 1969 agreement, however, rates 
for the year commencing April 1970 were also specified. The lowest paid 
group was given a raise of only two cents an hour while the highest paid 
obtained t seven cents an hour increase from SI. S3 to $1.60. Conse- 
quently, in spite of the January 1969 minimum wage revision, the lowest 
paid group received a smaller absolute increase (sixteen cents an hour) 
between April 1968 and April 1970 than did the highest paid group 
(nineteen cents an hour). 

These various adjustments are summarized in Table 4, As can be seen. 



TaMe4 

Houriy Wage Rates of Selected Employees, According Co 
CoUective Agreements in a Selected Shoe FacCoiy, 
April 1967 to April 1970, Ontario 



Starting 
Date 


Employee Hoiuly 
Rates (S) 

Higjiest Lowest 
Paid Paid 


Df flefence Between 
Highest and 
Lowest Rates 

Absolute (S) % 


April 1967 


1.35 


1.10 


.25 18.5 


April 1968 


I.4I 


1.16 


.25 17.7 


January 1969 


1.41 


1.30 


.11 7.8 


April 1969 


1.53 


1.30 


.23 15.0 


April 1970 


1.60 


1.32 


.28 17.5 
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the inunediate impact of the minimum wage incrsase was to greatly reduce 
both the abso/ute and the percentage difference between the hourly rates 
obtained by the highest and the lowest paid groups. However, the col- 
lective agreement of April 1969 ensured that, by April 1970, the percent- 
age difference in hourly rates was almost identical to that which existed in 
April 1968 before the minimum wage adjustment. Furthermore, the abso- 
lute difference between the highest and the lowest paid groups was greater 
in April 1970 than in April i%8. 

In the Hosiery Mills there is also evidence of collective bargaining 
which worked toward a re-estabtishment of the wage differentials in 
existence prior to the distortion created by the increase in the minimum 
wage. Table 5 shows collectively agreed wage rates before and after the 
January 1%9 minimum wage legislation for different occupational 
categories. 



Table S 



Collective Agreement Rates for Selected Occupational Categories 
in a Selected Hosiery Mill, July 1967 to June 1971, Ontario 





Collectively agieed Wage Rate $ 


Occupational 
Catcgoiy 


July 1967 
to 

June 1969 


July 1969 

to 

June 1970 


July 1970 
to 

June 1971 


Seamers 


8.00 pe r 100 
dozen 


8.48 per 100 
dozen 


8.88 per 100 
dozen 


Knitters 


1.92 per hour 


2.04 per hour 


2.14 per hour 


Finishers 


1 .00 per hour 


1.30 per hour 


1.30 per hour 



When the minimum wage legislation became effective, finishers were 
being paid one dollar an hour,^ ^ as stipulated by the two year collective 
agreement of July 1967. When this agreement expired, finishers had been 
receiving a rate of Si. 30 an hour for approximately six months because of 



^ ^ After three months' probation. 
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the establishment of the S 1 JO statutory mgnimum in Janutry 1969. In the 
two year agreement signed in July I%9, it was stipulated that fmishers 
would receive $1.30 until the expiry of the agreement in June 1971. 
Seamers and knitters, however, were awarded increases of around eleven 
per cent over the two years of the agreement. 

The movement of hourly rates of fmishers relative to knitters, over 
time, is summarized in Table 6. Until the revision of the legal minimum 
wage, the hourly wage rate of flnishers was ftfty-two per cent of that paid 
to knitten. The proportion increased to sixty-eight per cent on January 1, 
1%9 (assuming adherence to the new law) but the new two-yf^ar agree- 
ment signed on July 1, 1969, whidi gave kniuers an eleven per cent 
increase over two years and pegged the rate paid to flnisliers at Sl.30, 
caused the rate received by flnishers to fall relative to that recehred by 
knitters. 

Although the relative position of flnishers deteriorated between 
January 1, 1969 and July 1 , 1970, their relative portion at th^ latter point 
was an improvement on that of July 1, 1967. The minimum wage increase 
appears to have been of tome beneflt to the flnishen in both relative and 
absolute terms but it is evident that there has been a tendency toward a 
re-establishment of the former inter-job difTerentials which might be 
completed over a longer period of time, in the absence of further increases 
in the minimum wage. 

Collective agreements are not particularly common in the Ave selected 
industries, so it is difflcult to generalize from just two observations. 



T>ble6 

Ratio of Minimum Houriy Rates of Finishers and 
Knitters in Selected Time Periods, Selected Hosiery Mill, Ontwo 



Time Period 




July 1, l%7 to December 31, 1968 


0.S2 


January 1, 1%9 to June 30, 1%8 


0.68 


July 1. 1968 to June 30, 1970 


0.64 


July 1, 1970 to June 30, 1971 


0.61 



* a ' finisher's hourly rate b •= knitter's hourly rate 
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However, these collecttve agreements do lend some explanition to the 
suggestions made from the survey data that there was a tendency for the 
initial narrowing of differentials, caused by the minimum wage increase, to 
be re\'ersed in the long run. Consequently, the relative gains made by the 
lowest-|>aid categories may be only very short-run in nature. 

Male and Femole Hourfy Wage Rate Differentiah 

This aspect can be explored further by comparing the movement of 
first quartile^ ^ hourly wage rates of male and female non-oflice employees 
in the five seleaed industries. The usefulness of this comparison lies in the 
fact that female non-office employees clustered around the bottom end of 
the pay scale in November l%8 and consequently the thirty cent increase 
had its largest impact on this group. In contrast, there was only a very 
minor direct effect on the wage rates of male non-office employees. 

The statistics in Table 7 reveal that in four of the five selected 
industries (Smali Leather Goods the exception), there was a fall in both 
the absolute and the percentage differences between male and female 
non-office hourly rates (first quartile) between November 1%8 and 
January 1969. This is the expected immediate impact of the minimum 
wage legislation, because of the predominance of female nono^Fsce em- 
ployees at the bottom of the pay scale. 

Over the longer time period, January l%9 to January 1970, there is 
evidence of widening in both the absolute and the percentage differences 
between male and female non-office houriy wage rates. In the case of both 
the Children's Clothing and Foundation Garment industries, the per* 
centage difference between male and female hourly rates was larger in 
January 1970 tha/i it wss before the minimum wage increase (November 
l%8). 

Before leaving this question, it should be noted that the analysis is very 
limited because of the short time span. In the absence of longer time series 
data« it is impossible to discern whether the minimum wage legislation 
caused a temporary reversal of a trend of deterioration in the hourly wage 
rates of the lowest paid female non-ofiice employees relative to lowest 
paid male non-office employees, or whether the deterioration that occurred 



Uie of the Ttftt qiurtik is preferable to the arithmetic mean or median because 
the former allows a closer analysis of the relevant low wage categoricv. The first 
quartile is the item which ties one quarter way through a distribution (c.f. the 
median and third quartile). 
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between Jmuiry 1%9 and January 1970 was a direct reaction to the short 
run distortions created by the minimum wage legislation. 



Table? 



CompaMM of tke First QvMlic Howty Wa^e lUlet oT md Feaakt 
NonOfTior Employeet, Sdccled Udwittiri md Timt ffehods, Ontario 





Nowljf ^aa^ 
lUleS 


Ai 

a« 


taotaie (S) aaia Fwfinit Dtffarw 
two Mile aoo F«Mle Kola 


koaa 




Nov. 

iwa 


laa. 
1969 


laa. 
1970 


Nov. I9M 


Hm. 


1969 


lao. 


1970 










AW 


% 


AW 


% 


AW 


% 


Shoe Kactonri 
Mate 
Female 


1 75 
1 29 


ISO 

1 37 


1 9S 
149 


.46 


37.5 


.43 


31 4 


.49 


329 


Sma!! Ualhcr Goods 
female 


1.B3 
1 29 


1 92 
1 36 


2.06 
1 43 


54 


41 9 


56 


41 : 


63 


44.1 


Hosiery Milt 
Male 
Krmale 


J 70 
I.2S 


1 71 
1 35 


I.S7 
143 


45 


36.0 


.u 


267 


44 


30.8 


OiMren'iClothinf 
Male 
K'fnair 


1 65 
1 22 


1 73 
1 33 


2.02 
I 39 


.43 


35.2 


.40 


30 1 


6J 


43 3 


KoiMHlation Gannrnt 
IrmiiU' 


1 78 
1 26 


113 

1 36 


209 
1.41 


.52 


41 3 


47 


34.6 


6t 


4%.: 



* AbHiiute diffrrrnce (S) between the male and female rates. 
Perccvla^e diftrrences ute female wage rates ai baac. 



Office NonOffice Hourly Wage Rate Differenti ah 

The movement of first quartUe hourly wage rates of female non-ofTice 
employee; can also be compared with those of female office employees. 
Again, the comparison involves one group whose wage rates were consid- 
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erably afTected by the minimum wage increase with a group not greatly 
affected. In the five industries, 29.7 per cent of the female non-ofRcc 
employees earned less than SI. 30 an hour in November 1968, whereas 
only 5.4 per cent oi the female office employees were in this category. 
The expectation that the short-run impact of the minimum wage legisla- 
tion would reduce wage differentials is again confirmed (see Table 8). 



Tables 

Fint Quartile HouHy fUtes of Office and NonOffice Femak 
Em^kfyw for Sdeclsd Intetries, Ontario, Sovmha I96S, 





Januafy 


1969 and J 


asuary 


I9?0 








Howfy Wafe lUtct 




RjfioorWifr 
lUtef * 

Now Ofric« /Office 




Nov. 
1969 


Itn. 
1969 


Im. 

1970 


Nov. 
IV6« 


Ian. 
1969 


Jan. 

1970 


Shoe Factories 
NonOfftce 
OfTice 


1.29 
1.51 


1.37 
1.56 


1.49 

1.73 


.85 


.88 


86 


Small Leather Goods 
Non-Orricc 
OfTic* 


1.29 
1.62 


1.36 
1.69 


1.43 
1.84 


.80 


.81 


.78 


Hosiery MiUs 
NonOfTice 
Office 


1.25 
1.50 


1.35 
1.61 


1.43 
1.98 


.83 


.84 


.72 


Children*! Clothing 
NonOrficp ' 
OfHce 


1.22 
1.71 


1.33 
1.81 


1.39 
2.02 


.71 


.74 


.69 


Foundation Garment 
Non-Offjre 
Office 


1.26 
1 95 


1.36 
L95 


141 

2 13 


.65 


.70 


.66 



* Ritu> tint qutftile non-orficv wage %t\t lo fii« quartite office wage rate. 



In two of the five selected industries, the increases in the ratio were 
small but in the other three (Shoe Factories, Children*s Gothing and 
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Fouradjtion Garment), they were fairly substantial. By January 1970, this 
ratio had fallen well below its January 1969 level in each of the five 
industries. In fact, for Small Leather Goods, CMdren's Gothing and the 
Hosiery Mflls, the respective ratios of female non-oflice and female ofTice 
houriy wage rates were lower in January 1970 than in November 1%8. 
Given this evidence, it appears that the narrowing of female non-office/ 
ofTice hourly rate differentiak caused by the increased minimum wage was 
only a temporary phenomenon and that the original ratios were strongly 
reasserted over the longer time period. 

The foregoing evidence is consistent with the Hypothesis that short-run 
gains by low paid employees may be subject to erosion in the longer run. 
There is clearly some evidence from the collective agreements discussed 
that empfoyees benefitting from the minimum wage increase were awarded 
extremely small wage increa&ss in subsequent collective agreements with 
the result that the relative short^run gains of the lowest paid group tended 
to be quickly eroded. This may justify the tentative exclusion that if the 
relative long-run position of the lowest paid employees is to be improved, 
fairly frequent revisions of the statutory minimum wage may have to be 
made. 



LEVEL OF HOURLY EARNINGS 

The first report recognized that the thirty cents an hour increase in the 
minimum wage gave rise to an above*noimal advance in average houriy 
earnings for the industries under review.* ^ This is illustrated in Table 9 
where movements in average houriy earnings in the manufacturing srctor 
as a whole and the five selected industries are presented. Between 
November 1968 and January 1969, the increase in average houriy earnings 
in each of the five selected industries was considerably higher than for the 
total manufacturing sector.*^ The hse in average earnings in manufac- 
turing wu only 1.8% while in the selected industries the increases ranged 
between 4.8% and 9.8% 



It ii recognized that the rise in averaae hourly earaingi might tc partly 
ekpUined by a disproportionate reduction in emptoyment of tow wage em- 
ployees. 



Th<^ manufacturing sector data are not entirety comparable with the individual 
industry data because the former are provided by the Dominion Bureau of 
Statistics and do not give information for establishments with tess than twenty 
employees. 
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TaUe9 



Average Hourly Earnings for the Manufacturing Sector 
and Selected Industries, Ontario, November 1968 
Janizary 1969 and January 1970 





Average Houriy 
Earnings S 


Percentage Changes 


Industry 


Nov. 
1968 


Jan. 
1969 


Jan. 
1970 


Nov. 1968- 
Jan. 1969- 


Jan. 1969-^ 
Jan. 1970 


Manufacturing * 


2.79 


2.84 


3.08 


1.8 


8.5 


Shoe Factories ^ 


1.89 


1.98 


2.08 


4.8 


5.1 


Smali Leather Goods 


1.73 


1.87 


1.95 


8.1 


4.3 


Hosiery Mills 


1.72 


1.81 


1.86 


5.2 


2.8 


Children's Clothing 


1.67 


1.77 


1.86 


6.0 


5.1 


Foundation Garment 


1.64 


1.80 


1.91 


9.8 


6.1 



• Man -Hours and Hourly Earnings, Cat. No. 72-003, Domimon Bureau of Statistics, 
Ottawa. Figures are for hourly-rated wage earners. 

^ Fij^res for the five selected industries arc for all employees and are obtained by 
dfvidinft totaJ payroll by rtumber of hours worked. 



These changes affected average hourly earnings differentials between 
the manufacturing sector and each of the five surveyed industries. Table 
10 shows that from November 1968 to January 1%9 there was a reduc- 
tion in both the absolute and percentage differentials between the average 
hourly rate in each of the selected industries and the average rate in the 
manufacturing sector. While firm generalizations would require a greater 
numbiT of observations^ this limited analysis suggests that the minimum 
wage re/ision caused a short-run compression of the inter-industry wage 
structure. 

Table 10 further demonstrates that the increase in average hourly 
earnings in manufacturing (8.5%) during the twelve month period January 
1969 to January 1970 was significantly higher than the increases that 
occurred in the selected industries (2,8% to 6.1%). These movements in 
hourly earnings reversed the compression in inter-industry wage differ- 
entials that occurred between November 1968 and January 1969. Between 
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January 1969 and January 1970, there was an increase in both absolute 
and percentage differentials between the manufacturing sector as a whole 
and each of the five selected industries (see Table 10). Further, the 
absolute differentials between the manufacturing sector and each of the 
surveyed industries were greater in January 1970 than in November 1968 
before the minimum wage revision. 

While the number of observations is limited, Xh^ foregoing data are 
consistent with fmdings presented in other studies in U.S. and Canadian 
jurisdictions. Accordingly, a question arises about the viability of a statu- 
tory minimum wage as a device to manipulate income distribution in the 
North American setting If the institutional character of the Ontario 
labour market permits the relative wage gains of the lowest wage groups to 
be quickly eroded after a minimum wage revision, the effectiveness of the 
statutory minimum as a device for narrowing earnings differentials is 
subject to question. Indeed, if the pressures to re-establish previous intra- 
industry differentials are themselves inflationary, the initial gains in pur- 
chasing poM^ci enjoyed by the lowest paid Mioups may be quickly eroded. 

Proponents of the statutorv minimum support their position by citing 
its apparent success in Sweden and other European countries but it must 
be recognized that, in these countries, the institutional character of the 
labour market is rather different from that which prevails in North 
America. In Sweden, wage bargaining is sufficiently centralized to allow 
public policy to be fairly well reflected in the structure of wage rates. The 
essentially plant bargaining system in North America and the emphasis 
placed on internal equity in the wage structure makes it rather difficult for 
broad goals of public policy to be transmitted to the bargaining table. 
While the statutory minimum wage may be viable in a centralized bar- 
gaining situation, it may be ineffective in a more fragmented one. Conse- 
quently, in labour markets which are not characterized by a high degree of 
central bargaining, it would appear that a statutory minimum wage should 
not be regarded as an effective tool for manipulating income distribution. 



EMPLOYER ADJUSTMENTS TO 
MINIMUM WAGE REVISION 



This section examines adjustments made by employers in response to 
increased labour coMs uismg from both the direct and indirect effects of 
the minimum wage revision. To accomplish this, two types of data are 
used. First, an examination is made of employment changes that occured 
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during the twelve months after the minimum wage revision of January 
1969 to determine whether employment reductions were significantly 
more pronounced among employee groups affected most directly by the 
higher minimum wage. Second, information obtained by interviewers 
through the use of open-ended questions one year after the minimum wage 
revision is drawn upon. The questions aimed at identifying employer 
adjustments to the higher labour costs generated by the minimum wage 
revision ar.u particularly establishing the impact of the increase in the 
minimum wage upon employment. 

At the outset, it should be stressed that the influence on employment 
of factors other than the change in the minimum wage makes it extremely 
difficult to interpret the data and isolate the ''minimum wage'* effect. In 
light of the analytical difHculties encountered, suggestions &re made, in the 
final section of this study, for further research to assess the impact of 
minimum wage revisions on employers in low wage industries. 

Adjustments Available to Employers 

Classical economic theory predicts that, other things remaining the 
same, the higher labour costs associated with an upward movement in the 
minimum wage will generally lead to reduced em^oloyment in the relevant 
industries. Theory predicts that when the firm's state of equilibrium in the 
labour market is disturbed by an upward revision in the minimum wage, 
the firm will return to equilibrium by reducing the amount of labour hired 
to the point where once more the marginal cost of labour equals its 
marginal productivity.^* 

Even when the ''other things the same*' assumption is relaxed, reduced 
employment is still normally predicted u the ultimate outcome of the 
increased labour costs arising from an upward revision in minimum w^e. 
For example, relaxing the ceteris paribus assumption, we might expect a 
firm to attempt to avert employh)et^t reductions by raising product price. 
Theory argues, however, that in competitive marksts an increased product 
price will only serve to reduce demand for the product and cause reduc- 
tions in output and emjdoyment. Competition tends to be particularly 
vigorous where imports already have deep penetration into the market. 

Displacement of labour can also arise if employers find it expedient to 



In additicTi to the "other things the same** (ceteris paribus) assumption, the 
validity of the proposition relies on an assumption of profit maximization by the 
firm. 
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substitute other factors of production such u capital for the relatively' 
more expensive labour. Alternatively, different production techniques 
might be imi^emented as a labour-saving device. 

While displacement of labour is normally predicted as the result of 
higher labour costs, certain other employer adjustments may obviate such 
action. For example, measures to upgrade the quality of labour or ether 
steps to improve productivity might ccmipensate for higher labour costs. 
Alternatively, firms may be prepared to absorb higher labour costs by 
settling toi « Umtv profit margin. 

By examinii^ employment data and employer responses to the ques* 
tionnaire, an attempt is made to identify, from the range of potential 
adjustments, actual employer adjustments in the five industnes surveyed. 
As subsequent discussion will demonstrate, the main problem encountered 
is the fact that, over the longer run, the influences of variables unrelated to 
the minimum wage adjustment make it extremely difficult to isolate 
puri^ly minimum wage effecu. 

Changes in Num ber Employed 

The survey data presented in Table 11 show that the number of 
employees decreased between January 1969 and January 1970, in each of 



Table 11 

Number of Employees, Selected Industries, Ontario 
November 1968, January 1969 and January 1970 



Indttstiiet 


Number Eaiiployttd 


FncenUje Qianfet 




Nov. 
1966 


Nov. 
1969 


Jan. 

1970 


196^69 


1969-70 


Shoe F«ctorien 


7,741 


7,667 


7,215 


- 1.0 


- 5.9 


Small Leather 
Goods 


2,sai 


2.443 


2,307 


- 3.5 


- 5.6 


Hosiery MUU 


2.884 


2,789 


2,318 


- 3.3 


-16.9 


Children's 
acthing 


1,364 


1.243 


1,142 


- 8.9 


- 8.1 


Foiindttiofi 
Garment 


1.683 


1,597 


1,162 


- 5.1 


-27.2 
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the Ave selected industries, in absolute terms. Shoe Factories showed the 
largest decline with a reduction in the work force of 4S2 but in percentage 
terms the Foundation Garment industry had the largest dedine - over 27 
per cent. 

Employment changes for different groups are identififrd in Tsble 12.^ ^ 
Economic theory predicts that the artificial imposition of a higher floor 
rate will price certain jobs out of the market, that is, kn imposed increase 
in the wage rate of a low-productivity group will m»Ve it necessary for an 
employer, on economic grounds, to release units of s»ich labour. If this is a 
valid hypotheses, one might expect that a minimum wage increase would 
reduce employment to the greatest extent for the employee :;roup most 
directly affected by the minimum wage revision, namely female non-office 
employees. 

A test of this hypothesis can be made by examiniiig the employfnent 
daU in Table 12. In the selected industries (Small Leather Goods excep- 
ted) the absolute reduction in employment is greatest among thie female 
non-office ^^tegory. This is to be expected, of course, because in all five 
industries, female non-office employees were by far the predomirixmt 
group. 

Accordingly, it is more useful to explore the minimun* wage effect by 
examining relative rather than absolute changes in employment. In this 
way, it can be discovered whether the female non-office ^roup in each 
industry experienced employment reductions proportionately greater than 
these occurring in the uUier categories. Percentage changes in employment 
between January 1%9 and January 1970 show that female non-office 
workers did not experience the laigtst percentage decrease in number 
employed in any of the five industries. In fact, in the care of the Small 
Leather Goods industry, even the absolute employment reduction of 
female non-office employees fell far short of the reduction for male 
non-offioe employees. 

These data reveal significant reductions in empioymei^t in the year 
fciSowitig the minimum wage revision of January 1969; but those reduc- 
tions were not concentrated in the lowest paid category, which may 
indicate that lay-offs of workers were attributable to economic factors 
other than the minimum wage adjustment. Other factors may have b^en 
the cyclical downturn in demand in the economy as a whole, and pressure 



The poientiil uief iilneis of daU broken down by employee group is suggested by 
Table 1 where it was noted that female, non-ofYioe employees were, in absolute 
and proportionate terms, most directly affected by the estat)tisxifflent of the 
$ 1 .30 minimum wage. 
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TABLE 12 



Lei^l of and Changes in Employmmt in Selected Industries, 
January 1969 and January 1970, Ontario 



tm4mtry 


Number ^M^knyi 


Cfcaagr m rwpin; mmt 

1969-1970 

Abaotote ^icemmt 


SHOEFACrORlES 
Non-oflioe 
Male 
Female 

Malt 
Femak 


2,441 2,362 
^,520 4,280 

252 194 
454 379 


-79 .3.2 
•240 5.3 

.58 23.0 
•75 16.5 


SMALL LEATHER OOODS 
Noi»-ofnor 
Mak 
Femak 

Femak 


723 625 
1,486 1,471 

lot 78 

133 133 


•98 13.6 
•15 t.O 

•23 22.8 


HOSItRY MILLS 
Non-ofTior 
Mak 
h'emak 

Office 
Hak 
femak 


toe 484 

2,032 1.752 

23 5 
128 77 


•122 20.1 
•280 .13.8 

•18 78.3 
51 -39.8 


CHILDREN'S CLOTHING 

Non-ofliot 
Mak 
Femak 

Office 
Mak 
femak 


122 III 
1,012 955 

i4 7 
95 69 


-II .9.0 
.57 .5.6 

.7 50.0 
-26 .27.4 


fOUNDATION GARMENT 
Nuii-uiYice 
Uak 
Femak 

OfUct 
M^k 
femak 


' 157 102 
1.315 919 

28 37 
97 104 


•35 .35.0 
396 30.1 

♦9 +32.1 
♦ 7 +7.2 


ALL5INDUSTRIIS 
Non-ofTice 
Mak 
femak 

Office 
Mak 

femak 


4,049 3,684 

10,365 9,377 

418 321 

907 762 


365 .9.0 
-988 -9.5 

.97 23.2 
-145 16.0 
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of competition from iniports and other Canadian provinces. A clearer 
insight into this question may be provided when employer responses to the 
questionnaire are discussed. 



Changes in Hours Worked 



A reduction in employment need net merely take the form of a lesser 
number of employees but may involve some reduction in the number of 
hours worked by those remaining in employment. Table 1 3 reveals that 
substantia] decreases in aggregate hours worked by both office and non- 
office categories* • in each of the five selected industries occurred between 
January l%9 and January 1970. The decline in aggregate hours worked is 
larfply explained, of course, by the reduction in number of employees, but 
Table 14 shows that average houn worked per employee also dedined 
between January 1969 and January 1970 in the selected industries.*' 
These declines in average hours worked per ernpluyee suggest that some of 
the reduction in employment was In the form of reduced hours worked by 
those who remained in employment.^** 

The fall in average hours worked per employee was due mainly to the 
substantial reduction in number of overtime hours worked in the selected 
industries. In each of the selected industriei, with the exception of 
Children*s Clothing, there was a substantial decline in the number of 
overtime hours worked (Trble 1 5). 

The decline in overtime hours worked has a number of possible 
explanations. The higher minimum wage may htve been a factor to the 
extent that employers faced with payment of higher straight-time hourly 
rates became less willing to pay premium rates for overtime work. In some 
cases, employers may have extracted greater productivity from employees 
during normal hours to avoid overtime premium pay and offset the higher 
minimum wage cost. An equally plausible explanation is that product 



* The exception is the ofrioe poup in the Foundation Garment induitry where 
hours worked increased due to an increase in number of employees between 
January 1969 aikl January 1970. 

* OfVioe employees in the Small Leather Goods and the Foundation Garment 
Industries are the exceptions. 

^ It ii possible, of course, for a fall in average hours worked per employee to be 
cauieci by s concentration of unemployment among those who had been working 
more than the average number of hours. This can be discounted in the present 
case (see Table 14). 
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demand in Jiniury 1970 was less than it was in January 1969 (lee Table 
25). In this case employers would naturally reduce overtime hours worked 
per employee. 



Table 13 

Asregate Number of Houn Woffced m Pay Periods 
Endiof Janiuuy 18, 1969 and Jwiuwy 17, 1970, 
Office bnd NonXHTicc Employees 
Selected Industries 



lAdiiatry wad 


Thowandt of Men Honrs 


%Ch«nge 

1 TUT" #w 


iamiary 1969 


iamiwy 1970 


SHOE FACTORIES 








NonOiTice 


273.6 


250.a 


- 8.3 


Office 


27.0 


21.4 


20.7 


SMAtt LEATHER 








GOODS 








NonOffice 




' i.o 


14 6 


Office 




o.U 


4.8 


HOSIERY MILLS 










102.8 


a55 


a 

Iv.D 


Ofrice 


56 


29 


-48.2 


CHILDREN^ 








CLOTHING 








NonOffice 


41.9 


394 


- 60 


Office 


4.0 


2.7 


-32.5 


FOUNDATION 
GARMENT 








NonOfTicc 


56 I 


38 2 


319 


Office 


4.5 


5.2 


^15.6 


ALL FIVE 
INDUSTRIES 










5596 


486.7 


-130 


Office 


495 


40 2 


-180 
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Table 14 



Aym§t Horn Woiked per Employee in Pay Periods Endu^ 
Jamury IS, 1969 and Jaiwary 17, 1970, Office and Non* 
Office Employees, Selected Industries, Oatjvio 



Indiistfy and 
Employee Om 


Natatorof Ho«n 


OisifBi 1969-1970 


ISA. 1969 


isa. 1970 


AbMlate 

(Hoassi 


Pticeat- 

•r 


MANUFACTURING* 


40.1 


39.6 


-0.5 


-1.2 


SHOE FACTORIES 
Non-Officc 
yJilKt 


39J 
38.3 


37.3 
37.1 


2.0 
-1.2 


-5.1 
-3.1 


SMALL LEATHER 
GOODS 

NwHOfTicc 
OfFice 


38.6 
36.1 


34.7 
38.1 


-3.9 
♦•2.0 


-10.1 
♦ 5.5 


HOSIERY MILLS 
NofhOfTice 
Office 


to n 

37.2 


JS.2 

35.5 


—0.8 
'1.7 


-2,1 
-4.6 


CLOTHING 
NdhOfTicc 
Office 


37.0 
364 


37.0 
35.0 


0 

-1.4 


0 

-3.8 


FOUNDATION 
GARMENT 

Nos-Omce 

Offke 


38.2 
35.7 


J7.5 


-0.7 
♦0.9 


-1.8 
♦2.5 


ALL FIVE 
INDUSTRIES 
Non-OfRce 

omcc 


38.8 
37.4 


37.3 
37.1 


-1.5 
-0 3 


-3.9 
-0.8 



'Source Man-Hourt and Hourly Eunings, Cat. No. 72-003, Dominion Bureau 
of Statittict, Ottawa Figuret are for hourly-rate wage eamert. 
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Table IS 



Number ofOmtmic Honn Woifced in Selected Pay Periods 
mad Selected ladaitries, Ontario 



Nmber of Overtizje Honn Woiked by 
Al Noa-Supetrimy Employees 







Jhl 1970* 


%Ctoi^ 1969-70 


I9i<ie Factorieg 


10.914 




-^37.1 


Small LestlKr 
Coodi 


3.047 


1.829 


-40.0 


Honery Mitti 


2,252 


2.051 


- 8.9 


Children's 
Oo thins 




1.266 


♦ 4.8 


Foundation 
Gtrment 


1,241 


803 


-35.3 


All Five Induitriei 


IS.662 


12,818 


-31.3 



* Figurei refer to one piy period. 



Equally signiflctnt to the reduction of overtime houn may be the fact 
that, along with the maniinufn wage regulation of January I, 1%9, it 
became a statutory obligation for employers to pay a rate of one and a 
half times regular pay for any hours worked in excess of forty-eight a 
week. It is interesting to note from Table 16, that in four of the five 
selected industries (Hosiery Mills the exception), the number of employees 
working exactly forty-eight houn increased between January 1969 and 
ianuAry J 970. In three of these four industries (Children's Clothing the 
exception) there was a reduction in the number of employees working 
more than forty-eight hours. A reduction also took place in the number of 
employees working between thirty*seven and forty-seven hours. These 
observations suggest that, in at least thn^ of the five selected industries 
(Shoe Factories, Smalt Leather Goods, and Foundation Garment) some 
cut in hours was made by employers to avoid paying the new statutory 
overtime premiums. 

Aithoug}) there was a substantial reduction in hours worked in all five 
selected industries, there was not a uniform decline for all Arms. For the 
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Table 16 



Feroentaie Chmfes in Number of Employees Between Jamuvy l%9 and 
January 1970 Accordim to the Number of Hours IVorked in Selected 
Hy Fchodi and Sdeded Industries, Ontario 



Industiy 



% Chanan in NwIim of EmployMi 



lUi^orilouftWofffcsd 







37 to 47 


4a 


Over 4a 


Shoe Fictories 


♦52.2 


-23.3 


♦ 16.1 


- 6.5 


Smatt Leather Goodi 


♦58.7 


-^250 


♦ )3.3 


- 44.9 


Hoacry MiiU 


♦ 6.9 


-Z5.3 


- 40.0 


♦ 2.5 


Childmi'i Qothinf 


- 9 0 


-U.I 


♦ 13.2 


♦ 105.6 


Foundation Cannent 


-23.4 


22.9 


4637.5 


- 814 



periods January 1%9 and January 1970, Table 17 shows percentage 
changes in aggregate hours worked in the five selected industries, with 
constituent firms classified by size according to number of employees. The 
1969 and 1970 data are shown for firms according to their size classifi- 
cation as of January 1969. This device allows size dasstfication to be 
treated as constant in spite of the fact that employment declines between 
January 1969 and January 1970 may have reduced the actual size classifi- 
cation of a number of firms. 

It is contended by some that small firms are likely to be most 
vulnerable to the cost increaaes that accompany minimum wage legisla- 
ti'dn.^' If this proposition is accepted, we would expect smaller firms to 
lay off relativeiy greater number of employees in comparison with large 
firms. One would expect this to be reflected in relatively large reductions 
in aggregate houn worked by the smaller firms. From Table 1 7 there is no 
evidence that firms with fewer employees experienced greater cut-backs in 



' * Sec Table 2. p. 9, where it is noted that prior to the miniffliun wage rtvinon, the 
imaltett etUbliihment tended to have the highett proportion of employees with 
lets than 11.30 an hour caniings. 
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^Biegsle hours worked than did Uiger firms. On the contnry. in the cue 
cf the Shoe Factories it is seen that in the three smallest categories, 
aggregate number of hours worked actually increased, while in aU other 
categories except the largest, there was a decrease in the number of hours 
worked. 

Abo, for three of the five seeded mdustries (Hosiery Milb and 
Foundation Garment the exceptions), there was an increase in the 
aggregate number of hours worked in firms of leu than five employees. 
This is largely explained by the entry between January 1969 and January 
1970 of new firms of less than five employees. 



Table 17 

reiccntage Changes Between January 1969 aod Jamaaiy 1970 in Aggiegate 
Hours Worked an Various EstabUshmcat Sim, Accofding to Number of 
Employees Selected Pay Periods, Selected Industries, Ontario 



SiseorEtUMIsh 
MMt, hy NwBber 
of Eaployeet 
(asoCJaamry 1969) 


Nfoeatafc niiagM la Horn WorM 


Indwtfy 


Facloriet 


gMaU 

Uatbcr 

Goods 


IMery 
Mflb 


Chid- 

ica*s 

OoUdM 


FommU- 
lioa 

Ganntnt 


Less than 5 


^1.325.1 


M80.0 


-34.4 


4^326.5 


n.a 


5 to9 


+22.3 


♦23.5 


-35.0 


^ 14.6 


n.a 


10 to 19 


♦ 3 8 


- 14.8 


-11.3 


- 29.8 


-69.7 


20 to 49 


- 8.1 


14.4 


- 4.2 


- 17.8 


n.a 


SO to 99 


- S.8 


- 13 2 


-27.0 


18.6 


-40.1 


100 to 249 


-U.9 


- 18 1 


♦ 2.9 


- 2 3 


-12.7 


2S0 to 499 


-22.3 


- n a 


-60.0 


- 22.1 


-39.2 



n.«. Indicates that there were no firms in the itze category. 
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Tabk 18 illustrties even more emptuticiUy the fact that smaller Onm 
experienced no greater reductions in aggregate hours worked than larger 
fifim. On the contrary, in both the aoe Factories and Children's Qothing 
industry, the smalter firms (value of shipments less than S5 million per 
annum) showed an increase in aggregate hours worked. In the other three 
industries there was no evidence of any tendency for smaller Hrms to 
experience greater declines in aggregate hours than larger firms. 

The above figures refer to aggregate hours woHced but these bear a 
direct relationship with number of employees. The evidence in Table 18 
espedaUy suggesu that at least in two of the five selected industries (Shoe 



Table 18 

rcfccntafe Oiaafet in AgiKfite Horn Wockad Betwmi JiMacy 1 969 tmd 
Xmmuy 1970 ^ Site of WjttMMmmi Accocdii« to Ammi^ Vatoc of 
gt iymetitt , SMectod Pay fatiods, S^toctod tndastiiH, Ontano 



Stee of EstabliAmctttB 
by AjuhiiI Valae of 
9iipnMts($000) 
(AsoTJaiMafy t969) 


Nfceatige Oia^fw in Horn Woriced 
Betw«ea Janany 1 969 and JiMuiy 1970 


IndMiy 


Shoe 
Fact- 
ories 


SmaU 

teather 

Goods 


HoMy 

Mas 


Ghid- 

mi*s 

Qoflili^ 


Foiift- 
datkM 
Garment 


Less thin 20 


- 4.1 


♦79.9 


-14.5 


♦ 170.3 


-57.2 


20 to lest than 50 


n.«. 


-11.9 


♦ 12.4 


♦ 110.5 


n.a. 


50 to leu dian 100 


♦ 2.9 


-32.7 


n.a. 


♦120.0 


n.a. 


100 to lew than 500 


<i^24.3 


118 


- 9,0 


♦ 12.5 


n.a. 


500tokss(H«f! hOOO 


10.2 


- 7.1 


-lt.3 


- 9.0 


-100.0 


1,00C to leu than 5,000 


8.1 


-14.1 


♦ 1.0 


- 32.7 


♦ 4.5 


5,000 to lest than 10,000 


- 9.0 


-23.2 


- 3.8 


- 8-7 


-18.0 


10,000 to lets than 25,000 


-26.9 


-22.2 


n.a. 


n.a. 


-42.9 


more than 25,000 


- 9.0 


n.a. 


-394 


n.a. 


n.a. 



n.a. Indicates no eiUbliihmentt in the lite categoty. 



o 
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Fictoiies and Children's Clothing) the smaller firms suffered less from 
reduced employment than the larger firms. The absence of evidence that 
smaD firms experienced greater lay-offs than large firms does not imply 
that the increased minimum wage had no signiflcant effect on employ- 
ment. It simply suggests that smaller firms do not appear to have been 
more sensitive than Sarger firms to any cost pressures of the minimum 
wage legislation. 

The foregoing data have demonstrated that the reduction in em(doy- 
ment subsequent to the minimum wage revision took the form of a 
reduced number of employees and a reduced number of hours worked per 
employee, but the data are unable to identify what portion of reduced 
employment was due to the minimum wage adjustment. 



RESPONSES TO OPEN ENDED QUESTIONS 



In addition to quantitative data, the survey was designed to generate 
qualitative data on adjustments at the establishment level to the January 
1969 minimum wage revision. A number of open-ended questions were 
submitted to the 212 establishments of the five selected industries in 
January 1970. In using a point in time one year after the minimum wage 
revision, it was hoped to identify adjustments which could be made only 
after a time lag. 

Respondents were asked eight basic questions, each of which con- 
templated a method of adjustment available to establishments in response 
to the minimum wage revision. To those establishments which responded 
in the affirmative to one of the eight basic questions, supplementary 
questions were asked in an attempt to identify the reason(s) for the 
employment effects of the relevant adjustment. It should be noted that 
net all adjustments imply a reduction in employment. 

In administering the questionnaire, no reference was made to the 
minimum wage legislation in order to avoid any bias that might ztii^ from 
leading the respondent. The problem with this general approach to ques* 
tioning is that responses may be too general to provide adequate informa* 
tion. For example, many firms gave ""increased labour costs" as a reason 
for undertaking a certain policy. In some cases, the minimum wage 
increase may have been an important factor in raising labour costs while in 
other cases unimportant. The general response ""increased labour costs,*' 
however, conceals any contribution that the change in minimum wage may 
have made to increasing labour costs. For this reason, the open-ended 
questions may have been unable to identify the full extent of the role of 
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the minimum wage in influencing policies implemented by firms. 

The eight basic questions aie presented in Table 19 and the negative 
and afTlrmative responses enumerated alongside. It is evident that the 
introduction of new machinery and the increasing of product prices were 
the only actions taken by a significant proportion of the establishments. 
The large number of negative responses to the other six questions seems to 
indicate that most firms did not use these methods to adjust to the 
minimum wage increase. A summary analysis of employer responses to 
each of the eight basic and related supplementary questions is now 
presented. 



Elimination of Job Classifi cations 

Questions under this heading were designed to determine whether the 
increase in minimum wage priced any jobs out of the market. In the five 
industries, eighteen establishments (just over eight per cent) eliminated job 
classificaUons. 

In the five industries, 30 lay-offs and 2 transfers of employees arose 
from the elimination of job classifications,^^ but in none of the above 
* cases was the minimum wage cited by employers as relevant to an 
> employee lay-off or transfer. A general fall in business or a general desire 
to cut wage costs were the most commonly cited reasons for eliminating 
job classifications. 

The System of Pigment 

Questions in this section sought to determine in particular whether 
establishments reacted to the change in minimum wage by substituting a 
piece rate for a time rate system of payment. The rationale of such a 
change is that within a framework of sufficiently rigorous piece rates, an 
employee could earn an average of $ 1 .30 an hour only by producing more 
than he did under the old minimum wage. The employer, therefore, could 
offset the increased minimum hourly rate by obtaining more production 
per hour from an employee. Any employee unable to earn an average of 



A further 106 lay-offs and 32 transfers resulted from elimination o! job classifi- 
cations but these involved the introduction of new machinery, dropping a 
product line ot a change in the flow of work and are considered below in tl\e 
respective paragraphs. 
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SI JO in hour under the piece rste system would be replaced to avoid any 
infringement of the law. 

Table 19 shows that only thirteen establishments in the fhpe industries 
made any change in their system of payment and that contrary to 
expectations, five of these establishments switched from a piece rate to a 
time rate system of payment. The other eight establishmenU switdied 
from straight time payment to some form of piece rate or bonus incentive 
system and, in all, 444 employees were involved in the shift. All eight 
establishments shifted from the time system of payment in order to boost 
productivity but only three (involving 100 employees) cited the increased 
minimum wage as the reason for the change. 

Although relatively few establishments switched to a system of piece 
rates* a considerable number of establishments already had such a s>'stem 
in operation. A piece rate system of payment creates proUems for mini- 
mum wage legislation, which aims at improving the earnings of the low 
wage groups. This problem is illustrated by the policy adopted by one of 
the establishments surveyed. When the minimum wage rose from Si to 
SI 30 an hour, the firm pursued a policy of dismissing any pieoewori;ei 
who could not produce enough over the length of a pay period to earn an 
average of S 1 .30 an hour. Trainees were allowed two months to reach the 
required standard. 

It is rjear that minimum wage increases may create a problem for piece 
workers, in that a rise in the legal houriy minium wage rate may require 
them to raise their level of efficiency. Failure to raise their efficiency 
might jeopardize the job security of such piece workers and faster labour 
turnover might ensue. It is evident that gains in efHciency resulting from 
the higher minimum wage would have to be weighed against any welfare 
losses of those dismissed for failure to attain the higher standards of 
efftcirncy. 

New Personnel Policies 

Twenty-two establiiiiments introduced new personnel policies that 
were designed to upgrade the quality of the work force. In three establish- 
ments (Shoe Factories with combined employment of 3S0), the hi|^er 
minimum wage had the effect of reducing the training period. Effectively 
trainees were required to be ready for fully productive work in a shorter 
time period, or else be replaced. Seven other establishments described new 
hiring policies designed to raise the standard of entry but none specified 
the higgler minimum wage as the reason for a new policy. Of the remaining 
twelve establishments, eleven either introduced their own or participated 
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in gOYerament programmes to tnin employees. Such prc^rammes ranged" 
from adnnced training of engineers to basic English for immigrant 
workers. Again no establishments cited the minimum increase as a 
leasoo for any new tiatning programme. 

Flaw ofWoHc and Plant Layout 



TwcTity-fouf establishments in the fhrr industries made some change in 
the organization and flow of work or in-plant layout that did not involve 
the purchase of new machinery. In eleven of these establishments, the 
changes in work flow or plant layout appear to b ve been totally unrelated 
to the minimum wage legislation and in none of these cases wu the 
minimum wage increaK cited as a contributing factor. The changes eiihex 
accompanied a move by the firm to new premises, the expansion of 
existing premises or the production of a new style. Also, in none of these 
establishments did the change in work flow or layout cause a reduction in 
employment. 

The remaining thirteen establishments changed work flow or plant 
layout in order to cut costs or increase efftciency. In three establislunents 
the change involved new assembly line techniques and a reduction of at 
least forty-two employees. However, although ail thirteen establishments 
made changes with a view to cutting costs or increasing efflcicncy, no 
attribution was made to the higher minimum wage. 

Introduction of New Machinery 

Questions under this heading souglit to determine whether the mini- 
mum wage increase induced firms to substitute capital for the higher 
priced laoour. Table 19 demonstrates that 127 (Sy.9%) bf the 212 sur- 
veyed establishmcnls installed new machinery during the period January 
1, 1969 to January 17, 1970. Supplementary questions sought to 
establish the reasons for installing the new machinery and these are 
summarized under five main headings in Table 20. It can be seen from this 
table that eight of the 127 establishments installed new machinery for 
replacement or expansion purpo!'.^ and these activities are unlikely to have 
been related to the minimum wage legislation. Also, in no case was there 
any related decline in employment. 



The twelve caaes tnvotvina new product lines are considered in the next sub- 
section. 
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Table 20 



NumWf Esublalimefits AccofdMH to ike Ream for lastallfi^ New 
Maclunery.Betmwa January l^i^^mmiimmmy 17.1970. 
Oncario Sctec«e4 latetrtes 



tLmmmftM Se* 
Madmirfy 



To RepU«x Old 

1u I xp«nd 

rruduiUon 

I u ln«.K«M: ttit 

1 4> lncn-«ir 
f o Milvv inio a 

ior*a 



SlMMT 

I'M*. 



LssSbrr 
Goo* 



Niim;kt>r of frfcttMwhminu by Indu&iry 

1 



2H 



CM4 ^ 



AH 



I t-nr 

CtodlMK I Garmriii j lndiiMrirft 



4- 



33 



Ttbic 20 indicates that thirty-five establishments installed machinery 
in order to increase eipficiency.'^ but in only one establishment was the 
minimum wage cited as the reason for the cliange. This establishment, a 
Shoe Factory, reacted to the higher minimum wage by installing a machine 
to improve the training of new employees and so cut down on the time 
nonnally required to get trainees into fully productive employment. In the 



Increased efTidency and reduced costs kppear to be synonymous in the mtnds of 
re^ondents. 
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other thirty^ esUUishmenU the reason for installing machinery was- 
generaDy cited as desre to reduce costs, with no specific mention made of 
the minimum wage. There is no evidence, therefore, of capital for labour 
substitution caused by the higher minimum wage. 

Products Dropped or Added 



The aim of this section was to determine whether any establishments 
reacted to the minimum wage increase by changing their product mix. 
Clearly firms might be compelled to elimirute or replace products 
rendered uneconomic by the increase in minimum wage. Alterrutiveiy, the 
higher costs incurred after the minimum wage legislation might induce 
firms to increase sales revenue by adding new products to existing lines. 

Table 21 shows that twenty-two establishments added a new 
product(s) to existing liaes but none of these establishments cited the 
higher minimum wage as even a contributory cause of the decision to add 
a new product to existing lines. In the case of nine establishments, market 
opportunities inspired the decision to add to th? product line while the 
i-emaining establishments explained additional products as an expedient to 
bolster earnings from existing lines, which were suffering either from stiff 
competition from outside the province or from a cyclical downturn in 
demand. 

The most common reason given for dropping a product was that it 
became uneconomic to produce. None of the establishments cited the 
hi^er minimum wage but se veral specified higher labour costs as at least a 
contributory cause of the decision to drop a product. In many cases, 
however, liigher costs give only a partiial explanation. Some establishments 
indicated part of the problem was that certain of their products w<re in 
such close competition with products from abroad or Quebec that it was 
impossible to absorb higher costs by raising price. In such cases, the 
relevant product was dropped and production concentrated on lines for 
which prices could be raised without a loss of sales to competiton. 

The same economic forces were at work in the case of eight of the 
sixteen establishments which replaced existing products with new ones. In 
most cases, the new product promised a less competitive market than the 
old one and so provided more scope to absorb higher costs through higher 
prices. The other eight cases of product substitution merely reflected 
responses to style or demand changes in the industries concerned. 

The responses to questions regarding the switching of product lines 
gives no direct indication that the minimum wage increase was a relevant 

ErJc 38 



fictor in any esUbbshmcnf s decision to chaftge. There is tome evidence, 
liowever, that some firms were obliged to drop or replace product lines 
whete competition prohibited the absorption of higher costs by higher 
prices. In such cases, the nynimum wage increase may have been sdevant 
to the bvsmess decision to revise product lines. 



Tahk 21 

Number oi Establishments to Add, Diop or Replaoe Products, 
Sdec^edlnduatrks, Ontario Jmuiy lj969 
to January 17, 1970 



Udsstiy 


Smmbet of FtfaMuliif nu 


rtodKt 

AdM 


WitlHWt 

lUplacMUMil 


redact Droppod 
BatlUflacod 


9ioe Factoriei 


6 


5 




Small Leather Goodi 




4 




Hoikry Milli 




1 




Childien*taothmi 




0 




Foundation Car men t 




1 




All Five Indufttriei 


22 


11 


16 



Woe Increases 

Table 19 reveals that the policy implemented by the largest number of 
establishments in the five selected industries wu an increase of product 
price. In all, seventy-flve large and thirty-three small estaUishments raised 
prices. On average, over the five industries, large firms (55%) had a greater 
propensity to raise prices than small firms (44%). This is largely explained 
by the extremely high propensity of large Shoe Factories to raise prices. 
Shoe factories were the largest of the five industries and the only industry 
in which large firms had a higher propensity to raise prices than small 
establishments. 
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In TMe 22 the ranges of price incretaes are examined and it is seen* 
that the vait majority of price rises were under ten per cent and well over a 
third were less than five per cent. EstabltshmenU were asked to state 
reasons for their price increases and, of the 109 esublishments to raise 
prices, only five dted the higher minimum wage as directly responsible. 

TftUe 22 

Number of EsUbiishroents Raiang Avenfe Product Prites According to 
Range of Price IncieMe, by EslaUidunent Site CaCcgcNy, Selected 
Industries. Ontario, January 1, 1969 to January 17, 1970 



iUnge of PeiceiiUfle fracc Increate aad 
Nttmber of EsUUnlimeiiU 



latcrett and Size 


Lets 


5% to 


10% to 


15% 






Hub 




left 


and 


Total* 


EmUidunmt 


5% 


ttian 10% 


ttian 15% 


over 




SHOL 1 ACTORILS 














ID 


1 7 

1 ' 




1 
1 


4i 


Small 


3 




A 


1 


1 ft 


SMALL LEATHLR 












(•OODS 














6 


9 


1 


1 


17 


Small 


6 


4 


2 


1 


13 


HOSIKRY MILLS 












Largp 


4 


0 


° 


0 


5 


Small 


2 


1 


0 


1 


5 


CHILDRbNS 












CLOTHING 












Large 


2 


3 


2 


1 


8 


Small 


0 


2 


3 


0 


5 


FOUNDATION 












GARMENT 












Large 


1 


1 


1 


0 


3 


Small 


0 


1 


0 


0 


1 


ALL FIVi: 












INDUSTRIES 












Large 


29 


30 


9 


3 


75 


SmaU 


11 


14 


5 


3 


34 



* The exclusion of **unknown" price increases Irom the table account for 
failtire of components to sum to total. 
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However, it should be noted thit of the remtintng 104 esUUtshments to 
nne prices, four cited higher labour costs as solely re^xmsible for the 
price iicreaie while a further seventy-nine establishments referred to 
tncieaaed bbour cost as a contributory cause. 

From these responses it is rather difRcuJt to reach a firm conclusion 
about the extent of the impact of the niinimum wage increase on product 
pric^S- !t is tnjf th»t ofily fiv* f^ifahlishmenu cited the minxxrum wage 
adjustment as a specific reason for product price increases, but one cannot 
ignore the fact that a substantial number of respondents identified general 
labour cost increases as either the sole or a contributory factor underlying 
such price increases. A reasonable interpretation would appear to be that, 
while the minimum wage increase was not by itself a major factor respon- 
sible for produce price increases, it was a contributory factor in a sub- 
stantial number of cases. 



Sismmary o f Findings From Open-Ended Questsons 

On the strength of the responses of establishments to the intenriewers' 
questions, it appears that minimum wage increase led to adjustments by 
employers in very few cases. It was seen from Table 19 that, except for the 
raising of prices and the introduction of new m^ichinery, the anticipated 
adjustments were made by a small percentage of the establishments 
surveyed. Moreover^ in only six cases was the minimum wage cited as the 
cause of the adjustment. The introduction of machinery, while a common 
occurrence, was attributed to the minimum wage in only one instance so 
that substitution of capital for labour does not teem to have been a 
relevant adjustment. It is possible* of course* thai this process of adjust- 
ment m^y have required a time period of more than a year to reveal its full 
impact. 

More than half the surveyed establishments raised product prices and, 
while only five attributed their actions directly to the minimum wage 
increase, the price increases of other establishmenis may have been 
influenced by the upward revision in the n^imum wage. However, the 
extent of such influence is uncertain. 

One deficiency of the overall study design is that it is impossible to 
obtain responses from the seventeen establishments'' that disappeared 
from ihe selected industries between January 1969 and January 1970. 



Thf entry of ten new ettablithmentt reduced the net loss to •even. 




E^kkntly a potabk adjustment to the mininium wage incieaie mi^i be to 
leave the industry but no infonnatioo Is avatUile in this context. 

It is dear from the responses that in most cases the mmimum wa^ 
kgisUtion was only one of many important facton confronting the estab- 
iishmcnts surveyed In m^ny cases, competition from abroad ind from 
Oiebec and the fcneral downturn in business activity wen move urfent 
problems than the minimum wage lepdaticm. The r/Mi^g cost of materials 
was of as much concern to most fums as the higher cost of iabour. 

In general, it appean that the 1969 minimum wage legislation was 
rarely the ma^ cause of any adjustment by aii establishment in the five 
industries surveyed. The presence of other important influences on the 
policies of the establishments prevented the emergence of any dear 
pattern of explanation of adjustments. This suggests, perhaps, that an 
alternative method of enquiry may be requ 'Tt^d to generate more usefid 
information regarding the adjustment by estab.. hments to minimum wage 
legislation. 



P ROBLEMS IN IDENTIFYING 
THE MINIMUM WAGE EFFECT 



It is evident that neither iiie qualitative nor the quantitative data give a 
clear indication of the longer run employer adjustments to the thirty cents 
an hour minimum wage increases. The ambiguity may be due to the fact 
that in the year following the minimum wage increase, employers were 
subject to more significant influences than the minimum wage adjustment. 
In this case, it might be difficult to identify the precise effect of the 
minimum wage change on employer policies. On the face of it, one might 
expect a thirty per cent iiKrease in the minimum wage to have had a 
significant impact on employer labour costs in certain low*wage industries. 
However, the actual impact depends not on the nominal increase in the 
statutory floor rate but the extent to which the new floor exceeds the 
wage rates that actually prevail prior to the statutory adjustment. 

The actual impact on each firm is also determined by the proportion of 
employees that were actually earning less than S 1 .30 an hour when it wu 
established as the statutory minimum rate. 

An attempt has been made to assess the potential direct impact of the 
Si. 30 on labour costs in the five industries based on the distribution of 
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mployeet by houriy wige rates in November 1968. For the five industries 
as a wKok, it is esttmated that payment of a S1.30 minimum to aD 
employees (as of November 1968) would have raised houily v.*^ costs by 
approximately l.S per cent. The estimated tnmaaes were less in Shoe 
Factories (1.1%) and SmaU Uather Goods (1.2%) uii relatively high m 
Quldrai*s Oothmi (2.8%) (see Table 23). While the diiect cost increases 
appear to have been rather modest it must be emphasized that these 
tsliinsm do not account for any secondary wage cost uy^eaies ansing 
from a re-establishment of the wage structure disturbed by the minimum 
wage revwtaon. The present analysis is not equipped to estimate secondary 
increases in wage coats. 



Table 23 



Eslmalcd Peicentage Hourly Cost IncaeMes Directiy Arising 
fffooi Payment of a $1 JO Mintmon, Sckded ladnslries. 
Ontario. November 1968 



ladMitiy (SIC) 


% lacmacin 
tkMrtrW^Coeti 


Shot F«:tanei(n4) 


\A 


SmaU Leather Goods ( 1 79) 


1.2 


HoMeryliiUi(231) 


i.a 


Oiildmi'i Qothiaa ( 245) 


2.a 


Foundation Garment (248) 


1.9 


All Five Induttriet 


l.S 



The apparently small direct impact of the minimum wage Increaae on 
labour costs means that, if other factors exerted strong influence of 
employment, any ""minimum wage** effects will be difRcult to id^tify. 
There is evidence to suggest that in the year following the establishment of 
the Si. 30 minimum wage, other factors did operate with significant effect 
on employmoit in the Ontario economy in general and on tfie selected 
industries. The aggregate level of employment in an economy is a function 
of (among other things) the general level of demand and business activity 
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Table 24 



ScMowlly A#Kte4 EooMMk laAcatan 
acKvicQ rcnofli, mnmo 





IML 


am 


IfTO 


Averafe Weekly Hovrs tn 
MaiMir«ctunnc (niinibcr) 




4a 1 


39.7 


Commercul/lnttiCiitiofiai and 
Industrial Construction 

Contracts ($ suflion) 


111.9 


93.9 


72.1 


Urban Houni^ tiarts 
(annual rate* number) 


110,000 


6:>,900 


34.600 


7 oronto Stock ExcKanfic 
(indu»tnal index) 
19^6 . 100 


192.47 


177.34 


1 77.89 


Ratio of Inventories lo 
Shipmcn Is < Manuf . ) 


1.97 


1.97 


2.07 


Business l-ailures ^ 
liaNlities(S miliion) 


2.9 


2.0 


9.9 


3-nionth Treasury 
Rate<%) » c 


6.38 


7.13 


7.78 


Unemployed (OOOt) 


82 


109 


96 


Unemployed as % 
Labour Force 


2.7 


3.6 


3.2 



tt a: Not seasonally adjusted c Means Ogures are applicable to Canada 

Source: Ontario Sutisticai Review. 



in the economy. Canadi entered the year 196S^ with its economy ex* 
puiding at an excettive pace and the Go^mmenti of Canada arid Ontario 
were compelled to adopt restrictive policies to ccvnbat inflation. In the 
United States restrictive policies had already begun in the autumn of 1968 
and continued throughout 1969 so that by the third quarter of 1%9 the 
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U^. growth rate had been cut to 2 per cent. The deoelerttion of business 
ictnrity in Ontirio between January 1969 and January 1970 is evident 
upon exuttination of certain econoRuc indicators (see Table 24). Of 
particular interest is the fact the number of unemployed and the rate of 
unemployment in the economy as a whole were signifk:antly higher in 
January 1970 than in January 1969. 

The dampened econo m ic activity in late 1969 appears to have con 
trimted to reduced output in at least four of the five selected industries 
(see Tri>fte 2S). The general slowdown of bustnets activity in 1969 and the 
reduced output in four of the five selected industries ate Ukdy to have 
been tigmfirant facton explaining the reduction in employment that 
occurred between January 1969 and January 1970. In view of this and the 
relatively insignificant chuifes in labour costs apparently generated 
directly by the minimum wage revisions (see T^bk 23), the employment 
declines observed m tJtm study carmot be attrftuted soMy or even largely 
to the minimitin wage revision. 



Table 2S 

Actual and Changps in Vahae of SUpomuls 
SdededlndwtfiesOntvio 1968-1969 



IndatttyCSiC) 


VitoeafSMpflMli 

(1000) 


AaatwIClnagr 

I96M9 




ma 


IW 


Acturf 
(1000) 




Shoe F«ctariet( 174) 


a3,012« 


82 J 70 


-842 


-1.0 


Smatt Lesthet Coods(179) 


24,826* 


23,553 


1,273 


-5.1 


HoMery Mllb(231) 


J4,0M*> 


33,638 


-396 


-1.2 


Childie«*t Oothaif ( 245) 


13.606^ 


14,217 


^11 


♦ 4.5 


Foundation Gwment (248) 


21,6iS 


20,103 


-1,562 


-7.2 



* Indicates values ' jve been deflated to 1961 phoes. 



^ Values are at current piioet. 

Sour oe of daU: Annual Ontus of Manufactuicrt , DBS Catalogue No&. 33-203, 
33-205, 34-215. 34^217 and 34>2I2, Tabk I. 



SUMMARY AND CONCLUSIONS 



The purpose or this study was to obtain some empirical insight into the 
controversy of whether a statutory minimum wage offers useful assistance 
to lower-paid workers with little bargaining power, or the whether adverse 
side effects such as lay-offs tend to counterpoise any benefits. With respect 
to benefits to low-paid workers, the study gathered data on wage rates and 
distributions in five low-wage industries in an attempt to measure the 
effect of the new minimum floor on wage levels and differentials. To 
identify both short and longer run effects, data were gathered for three 
points in time, one shortly before, one shortly after and one a year after 
the minimum wage revision. 

To identify side effects on employment, data were also gathered on the 
numbers of employees and hours worked. To supplement the quantitative 
data a number of open-ended questions were put to all establishments. 
From responses to the questions, it was hoped to determine to what 
extent employers reacted to the minimum wage revision in ways that led 
to reduced employment. The questions also sought to determine the 
extent to which employers adju&teu to the minimum wage revision in ways 
that invoked no reduction in employment. 

Analysis of the employment data produced no clear picture of the 
impact of the niinimum wage revision. Between January 1969 and January 
1970 employment fell by approximately ten per cent in the Ciyrt industries 
as a whole, but it was not possible to isolate the miiitmum wage effect for 
two reasons. Firstly, estimates suggest that, in spite of the substantial 
thirty per cent increase in the nominal floor rate, the direct impact of the 
new floor on wa^e costs in the five industries was fairly modest (approxi- 
mately l .S%for the five industries as a whole). A second factor is that 
economic indicaton for the year subsequent to the minimum wage 
revisions, suggest that a cyclical reduction in business activity may have 
had a dominant effect on the level of output and employment in the selected 
industries. As a result this study was not able to isolate whatever effect the 
minimum wage adjustment had on employment. 

The data generated by the open-ended questions throw limited light on 
the question of employer adjustment. Only infrequent reference was made 
by employers to the minimum wage change. While this may suggest that 
the minimum wage is of limited significance, no firm conclusions can be 
drawn. The open-ended questions did indicate that more than half the 
establishments raised product prices in the ye^r following the minimum 
wage adjustment so it was likely that these establishments were in a 
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position to absorb the higher labour costs arising from the higher floor 
rate. It must be concluded, however, that the analysis is unable to identify 
the extent to which the minimum wage change caused employment 
reductions and other employer adjustments. 

The usefulness of the statutory minimum wage cannot be Judged 
purely on the presence or absence of adverse side effects. The central issue 
IS whether the statutory minirAum wage affords low-wage employees, with 
little bargaining power, tangible benefits. The data suggest that in the short 
lun the new minimum wage had the effect of raising hourly wage rates at 
the botton of the scale and thereby compressing the structure. In addition 
to a compression of intra-industry differentials, there is evidence of a 
narrowing of the differential between average hourly wage rates in manu< 
facturing as a whole and each of the five selected industries. In the long 
run, however, it is seen that there was a trend toward the re*est&blishment 
of the differentials that prevailed prior to the minimum wage revision. In 
some cases the lowest paid groups were worse off relative to employees 
further up the wage scale a year after the revision of the minimum wage. 
These observations suggest that after the inital compression of wage rates 
caused by an upward revision of the statutor>* minimum wage, certain 
forces were set into motion and served to erode the initial gain exper- 
ienced by the lowest paid employees. 

One qualification is necessary in view of the fact that data are not 
available for the long-run trend of wage rate differentials in the five 
selected industries. Without such dat?., it is not po^ible to test the 
alternative hypothesis that the minimum wage increase put a temporary 
•brake on a long-run trend of ever-widening differentials. While the latter 
hypothesis may have less intuitive appeal, the tack of long-run time series 
data makes it necessary to qualify any conclusions drawn from the data 
generated in this study. 

In spite of this qualification, a question must be raised as to the 
effectiveness of a minimum wage programme as a device fo.~ ^^Ung 
low-paid workers. While evidence suggests short-run gains for employees in 
both absolute and relative terms, there is reason to believe that in the long 
run such gains may be eroded. Such erosion may h<> explained by market 
and institutional pressures arising out of the relatively fragmented bar- 
gaining structure that is a feature of the North American scene. It may be 
argued that such erosion of gains to low-paid employees might be 
prevented by more frequent revision of the floor rate, but this would run 
the risk of placing too great a burden on individual employers. In 
industries subject to vigorous competition from abroad and other 
Canadian provinces (e.g. textile industries), individual firms might find it 
increasingly difficult to absorb higher labour costs while remaining com- 
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petitive and negative emptoyment effects might ensue. The approach in 
Ontario over recent yean has been one of periodic, moderate upward 
revisions in the statutory minimum wage. This approach aims at, on the 
one hand, kee{nng the wages of lowi)aid employees in line with rising 
prices and general wage levels while, on Che other hand, avoiding excessive 
negative employment and other side effects. 

SUBSEQUENT RESEARCH 

If industry-wide data are to be used to assess the impact of minimum 
wage legislation, steps must be talcen to develop a technique and generate 
data capable of distinguishing the "minimum wage" effect from the 
variety of economic variables that may influence employment in low wage 
industries over a period of time. In particular, an attempt must be made to 
obtain information on the relation^p that exists between changes in firud 
output of goods or services and emi^oym^nt in the relevant industries. 
This is best accomplished by generating time series data for a number cf 
years for value of sales or shipments by all employers in the rtkvart 
industries. Similar time series dsta on number employed and hours worked 
should be generated and, by means of regression analysis, the relationship 
between changes in value of sales or shipments and changes in employment 
(number of employees and hours worked) can be estimated. Having done 
this it wUI then be possible to compare value of sales/shipments and 
number employed/hount of work in a selected industry at a point before 
and a point after a minin;um wage revison. With knowledge of the 
relationship between changes in sales and changes in employment, it may 
ihen be possible to identify any change in employment attributable purely 
to a minimum wage adjustment. 

I'he main problem with this approach is the difficulty in isolating the 
purely minimum wage effect. Foi example, changing technology may 
influence employment %nd measurement of changes in the former may not 
always be straightforward. Furthermore, the minimum wage change may 
itself affect the level of sales/shipments and so employment and identifl- 
cation of this effect may be extremely diificult. However, in spite of such 
difflculties, the suggested approach offers some scope for identifying the 
effect of a minimum wage change on employment in low wage industries. 
The necessary data would have to be generated for a number of years by 
suivey because Statistics Canada information is not available for establish- 
ments with less than twenty employees. Use of sampling techniques 
would, of course, reduce the survey population size. 

Supplementary to the use of an industry-wide approach, it may be 
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pfofiuble to explore a case study method of assessing the impact of 
minimum wage adjustments. This would invohre selecting ^typical^ 
employers in low wa^ industries and dosely examining the impact of a 
minimum wage increase on costs, production techniques, product lines, 
prices, etc. The vahie of the case study method wrould be a moie accurate 
identification of the effect of minimum wage inciease on the total opera* 
tkms of the esublishmeat under leview. The UmiUtion to this approach is, 
of course, that there may be no sudi entity as the "typical* establishment 
and generalizat:4>n nuy prove impossible. 

The case-study approach couM be extended to cross-sectional com- 
paiisons of firms varying in the proportion of their workers who are t>dow 
the minimum wage at the date of its revision. This proportion could then 
be correlated with various indicators of firms' behaviour such as employ* 
ment changes and price dianges. 

While each of the suggested approadK^ hac limitations, the combined 
use of the techniques would greatly improve understanding of the effects 
of minimum wage legislation on low wage industries in Ontario. 
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